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1 . MARIO SOARES INVITED ME TO LUNCH ON MARCH 15, THE DAY 
AFTER HIS ARRIVAL FROM HIS SECOND EUROPEAN PILGRIMAGE ON 
BEHALF OF PORTUGUESE ENTRY INTO THE EEC. WHILE WE DISCUSSED 
A RANGE OF SUBJECT, THE PRINCIPAL PURPOSE OF THE LUNCH 

WAS TO GIVE ME A REPORT ON HIS CONVERSATION WITH SCHMIDT. 

2. I NOTED THAT IN HIS ARRIVAL REMARKS SOARES HAD REFERRED 
TO SLIGHT DIFFERENCES IN APPROACHES BETWEEN THE FRG AND 
USG ON THE CONSORTIUM (REFTEL). I SAID MY IMPRESSION WAS 
THAT DIFFERENCES WERE MORE THAN SLIGHT. SOARES SAID HE HAD 
DELIBERATELY UNDERPLAYED PROBLEMS RAISED BY FRG, BUT THEY 
WERE CLEARLY MAJOR ONES AS FAR AS HE WAS CONCERNED. IT WAS 
IMPOSSIBLE TO CONCEIVE OF RESTRUCTURING THE IMF IN TIME TO 
PROVIDE NEEDED MEDIUM-TERM ASSISTANCE TO PORTUGAL, AND A 
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SERIES OF SHORT-TERM LOANS TO FILL THE GAP WOULD ONLY 
COMPLICATE THE PROBLEM. "ALL HOPE OF STABILITY IN PORTU- 
GAL," SOARES SAID, "DEPENDS ON THE CONSORTIUM." 

3. SOARES SAID SCHMIDT HAD REASSURED HIM DURING HIS 
PRIVATE CONVERSATION THAT FRG WOULD NOT LET HIM DOWN. 

FRG UNDERSTOOD THE PROBLEMS HE FACED AND AGREED WITH USG 
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ON NEED FOR ASSISTANCE. HOWEVER, SCHMIDT HAD FOLLOWING 
PROBLEMS WITH THE FORMAT DEVELOPED BY USG: (A) CONSORTIUM 
LOAN WOULD REQUIRE APPROVAL OF BUNDESTAG, WHICH WAS 
UNLIKELY. (B) USG HAD DETERMINED A SHARE FOR FRG WHICH DID 
NOT TAKE INTO CONSIDERATION PREVIOUS GERMAN AID TO PORTUGAL. 

IT WAS IMPLIED, BUT NEVER STATED, THAT USG HAD NOT ENGAGED 
IN EXTENSIVE ENOUGH CONSULTATION WITH FRG. (C) FRG WAS 
WORRIED ABOUT PRECEDENT CONSORTIUM WOULD ESTABLISH. IT WOULD 
BE BETTER IF A WAY COULD BE FOUND TO PROVIDE AID THROUGH 
INTERNATIONAL MECHANISM SUCH AS IMF. SOARES SAID HE HAD 
SUGGESTED OECD AS AN ALTERNATIVE BUT THIS HAD BEEN REJECTED 
BY FRG. 

4. SOARES CAME AWAY FROM HIS GERMAN VISIT WITH IMPRESSION 
THAT POEHL WOULD GO TO WASHINGTON SPECIFICALLY TO RENEGOTIATE 
ARRANGEMENTS WITH USG. I TOLD HIM I HAD HAD NO OFFICIAL 
REACTION TO POEHL VISIT BUT MY IMPRESSION WAS THAT FRG DID 

NOT SUGGEST OR AGREE TO ANY CONCRETE ARRANGEMENT DURING 
CRITICAL PERIOD WHEN NEW IMF ARRANGEMENT WAS BEING WORKED 
OUT. 

5. SOARES SAID THIS WAS A SERIOUS PROBLEM. GOP FOUND 
ITSELF IN AWKWARD POSITION SINCE ITS EMBASSIES WERE 

MAKING DEMARCHES AROUND THE WORLD ON BEHALF OF IMMEDIATE CRE- 
ACTION OF CONSORTIUM. IT WOULD BE BEST IF HE GOT BACK TO 
SCHMIDT IMMEDIATELY TO URGE FRG TO COME UP WITH CONCRETE SUGG- 
ESTIONS ON WHAT MIGHT BE DONE DURING INTERIM PERIOD AND TO URGE 
THAT FRG REACH EARLY AGREEMENT WITH USG ON THE APPROACHES 
TO OTHER POTENTIAL CONTRIBUTORS. 
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6. SOARES REACTION TO FRG POSITION WAS ONE OF CONCERN 
WITHOUT ANY SUGGESTION THAT FRG HAD LET HIM DOWN. TO 
CONTRARY, HE UNDERSTOOD FRG'S CONSISTENT SUPPORT FOR HIM 
AND HIS PARTY AND NOTED THAT SCHMIDT S COMMITMENT WAS 
SIMILAR TO ONE I HAD DELIVERED WHILE OUR PROGRAM WAS STILL 
IN ITS EARLY STAGES OF FORMATION. USG HAD COME THROUGH AND 
HE EXPECTED FRG TO DO LIKEWISE. 
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7. WHILE I WAS LUNCHING WITH THE PRIME MINISTER, ECON 
COUNSELOR WAS MEETING WITH VITOR CONSTANCIO, WHO PARTICIPATED 
IN DISCUSSIONS WITH SCHMIDT. CONSTANCIO CONFIRMED 

THE FOREGOING INFORMATION, AND EMPHASIZED FOLLOWING 
POINTS. SCHMIDT REFUSED TO DISCUSS DETAILS OF FRG ASSISTANCE, 

BUT FIRMLY STATED THAT FRG WOULD INSURE AVAILABILITY OF 
EXCHANGE RESOURCES. SCHMIDT WAS NOT NECESSARILY TALKING ABOUT 
A BASIC RESTRUCTURING OF IMF REGULATIONS IN ORDER TO PERMIT 
USE OF SUPER TRANCHE QUOTAS OR ESTABLISHMENT OF SPECIAL 
TRUST FUND. RHATER, HE LEFT THIS POINT RATHER VAGUE, 

SIMPLY STATING THAT IMF COULD NEGOTIATE WITH GOP, REACH 
AGREEMENT, AND THEN TURN TO INTERESTED COUNTRIES TO 
PROVIDE THE FINANCING. SCHMIDT REPEATEDLY ASSURED 
PORTUGUESE OFFICIALS THAT THIS ARRANGEMENT WOULD BE COM 
PLETED WITHIN FIVE MONTHS. FOR HIS PART, POEHL GAVE 
CLEAR UNDERSTANDING THAT HE WOULD MEET WITH USG OFFICIALS 
IN EFFORT TO ACHIEVE COMPROMISE AGREEMENT. USG-FRG 
DISCUSSIONS WERE TO BE HELD IN STRICTEST CONFIDENCE. IN THAT 
WAY, FINAL AGREEMENT COULD BE PRESENTED TO THE PUBLIC AS AN 
IMPLEMENTATION OF THE ALREADY- ANNOUNCED $1.5 BILLION 
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CONSORTIUM LOAN, RHATER THAN AS A SIGNIFICANTLY DIFFERENT 
APPROACH. CONSTANCIO, AGREEING THAT GOP MUST PRESS ITS 
CASE WITH FRG, PLANS TO MEET WITH POEHL DURING THAT LATTER'S 
RETURN TRIP TO GERMANY. HE IS CONVINCED THAT THE GERMANS 
ARE DISPOSED TO BE HELPFUL, BUT GOP IS CONCERNED THAT 
THEIR ALTERNATIVE PROPOSAL MAY PROVIDE ONLY SHORT-TERM, AND 
NOT MID-TERM, FINANCING. 

8. CONSTANCIO REPORTED THAT THE FRENCH GOVERNMENT HAD 
TAKEN A POSITION VERY SIMILAR TO THAT OF THE FRG, NAMELY, 
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IT IS DISPOSED TO JOIN OTHER NATIONS IN ASSISTING PORTUGAL, 

BUT IT WOULD HAVE EXTREME DIFFICULTY DOING SO VIA THE 
BUDGETARY PROCESS. 
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